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| NTRODUCTION

The Metropolitan Transit System (MTS) owns, operates, and plans transit services in south San
Diego County. Through a combination of light rail, bus, vintage trolleys, and paratransit, MTS'
transit operations service approximately 570 square miles, three million San Diego residents,
and carry approximately 100 million passengers annually.

In addition to providing traditional transit services, one of MTS' key functions is to license and
regulate the taxicab industry in the City of San Diego.! MTS’ Taxicab Administration determines
owner eligibility, issues permits, inspects vehicles to ensure they are in good working order,
monitors compliance with administrative and operational regulations, and investigates compli-
ments and complaints—allwith the goal of ensuring that the taxicab industry meets the needs of
residents and visitors alike.? Successfully fulfilling its role in regulating the taxicab industry
requires that MTS periodically review the taxicab permitting process and regulations, and make
adjustments where needed to better meet the agency’s goals of facilitating high-quality taxicab
services.

The study described in this report was specifically mandated
by Council Policy 500-02 for the purpose of evaluating the taxicab permitting process, the sup-
ply of taxicabs in the City, and the methods by which new permits are issued. This report sum-
marizes the findings of a multi-faceted research study that addressed a variety of research
questions in three main areas of interest to MTS and the City of San Diego:

Determining the Appropriate Supply of Taxicabs What is the appropriate supply of taxicabs
for the City of San Diego? Does the current policy formulafor determining the supply work well
for this purpose? If not, is there a better methodology for balancing the supply of taxicabs with
demand? What impactdid the additional 125 permitsissued during the Transitional Period have
on the market?

Methods of Permit Distribution Under the Transitional Period for distributing taxicab permits
outlined in the City of San Diego’s policy number 500-02 (see Policy 500-02 on page 58), what
aspects of the process worked well and what aspects did not? What is the recommended method
for issuing new permitsin the future?

Using the Permit Process to Achieve Goals Review issues regarding the transferability of new
permits,and how can the permitdistribution and transfer processes be utilized to achieve policy
goals—such as increasing the use of greener vehicles, increasing the number of disability-ready
vehicles, and improvingservice quality overall? How can MTS monitor the compliance of the per-
mit holders to ensure that they adhere to what they stated when they applied for the permits?

1. In addition to the City of San Diego, MTS also regulates the taxi industry in the cities of El Cajon, Imperial
Beach, La Mesa, Lemon Grove, Poway, and Santee. This study focused solely on taxi services and permitting
in the City of San Diego.

2. “Regulation of taxicab service is in the interest of providing the citizens and visitors to the City of San Diego
with good quality local transportation services”. City of San Diego, Policy 500-02 on Taxicab Permits,August
2001.
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To address the topics noted above, this study gathered data from a vari-
ety of sources using several different methodologies, including an extensive review of relevant
documents and policies, interviews with staff from MTS’ Taxicab Administration, the City of San
Diego, taxicab operators, and taxicab drivers, as well as statistical analysis using data collected
through the 71999 and 2009 Taxicab Passenger Surveys and other sources.

This reportis designed to meet the needs of readers who
prefer a summaryof the findings as well as those who are interested in the detailed topic-by-
topic analysis. For those who seek an overview of the findings, the section titled KeyFindings &
Conclusions is for you. It provides a summaryof the mostimportantfindings and recommenda-
tions of the study, and a discussion of their implications. For the interested reader, this section
is followed by more detailed discussions of each key topic addressed in the study (see Table of
Contents), with relevant background documents included at the back of the report.

True North Research thanks John Scott (MTS) and Stephen Celniker
(City of San Diego) for their contributions to the design and administration of this study. Their
expertise, local knowledge, and insight improved the overall quality of the research presented
here. We also thank the membersof the Taxicab Committee, taxicab permitholders, and drivers
who shared their perspectives with us as part of this study.

The statements and conclusions in this report are those of the authors at
True North Research, Inc. (Dr. Timothy McLarney and Richard Sarles) and not necessarily those of
MTS or the City of San Diego. Any errors and omissions are the responsibility of the authors.

True North is a full-service research firm that helps its clients to
move with confidence when making strategic decisions in a variety of areas—such as planning,
policy evaluation, performance management, organizational development, establishing fiscal
priorities, and developing effective marketingcampaigns. During their careers, the principals at
True North (Dr. McLarney and Mr. Sarles) have designed and conducted over 600 research stud-
ies for public agencies in California, including dozens for transportation planning and perfor-
mance measurementpurposes.
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KEY FINDINGS & CONCLUSIONS

As noted in the Introduction, this study was designed to evaluate San Diego’s taxicab permitting
process with respect to setting the supply of taxicabs in the City, the methods by which permits
are issued and/or transferred, and the ability to use the process to achieve policy goals. Whereas
subsequent sections of this reportare devoted to conveying the detailed results of the study, in
this section we attemptto ‘see the forest through the trees’ and note how the collective results
answer some of the key questions that motivated the research.

How hastheCity’s policy One of the main objectives of regulating the taxicab industry in San

OfFeg?/atmg the SUI?P/V Diego is to ensure that the number of taxicabs available is appropriate

of taxicabs in San Diego for the needs of residents and visitors. It is a balancing act, of sorts, as

changed over time? ) T 9 o o
the goal is to have the supply of taxicabs be well-aligned with the
demand for taxi service. Having too few taxicabs will result in a variety of
problems for the customer—including slow response times, insufficient
competition, and an inability to secure transportationin a timely man-
ner. Too many taxicabs, however, can lead to low productivity, aggres-
sive solicitation techniques, jockeying for position at prime locations,
high driver turnover, and a general degradation of service and vehicle
quality as companies attempt to operate below the financial break-even
point.

During the past 40 years, the City’s policy for establishing the supply of
taxicab permitsin San Diego, as well as the means by which permitsare
issued, has changed dramatically. As detailed in Taxicab Regulation in
San Diego on page 14, the City has experimented with the full range of
policy options during this period, including issuing permitsthrough leg-
islative action based on subjective findings of public convenience and
necessity (pre-1979), letting the supply be dictated by an open market
(1979-1984), placing a complete moratorium on new permits (1984-
2001), and transitioning to a policy of periodically issuing new permits
based on measures of demand (2001-present). Mirroring the policies of
the time, the supply of taxicabs in the City has also witnessed a large
amount of change during this period, including periods of explosive
growth, slow contraction, and modest growth (see Figure 1 on page 15).

What is the current pol- The current policy for establishing the supply of taxicab permitsin San

icyfor establishing the  Djego is set forth in Council Policy 500-02 as modified on August 6,

f:ﬁf% c;);;a)giceog;;aer- 2001 (see Policy 500-02 on page 58). The main effects of the 2001 policy
change were two. The near-term impact was to increase to 1005 the
authorized number of taxicab permits operating in the City by allowing
the issuance of an additional 135 permits using several different meth-
ods of distribution.

The longer-term impact of the policy was to establish a formula for
determining when (and how many) additional permitswould be issued in
the future after the conclusion of the transitional period (see Supply &
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Does the current policy
formula do a goodjob
balancing supply and
demand?

Demand Policy Formula on page 19).3 Using 2001 as the baseline year,
additional permits would be issued after the transitional period accord-
ing to a formula which employs both civilian population growth and
growth in hotel room occupancy as measures of demand for taxicab ser-
vices. According to the policy, additional permits are issued when the
formulayields an increase of at least 40 permits. Once additional per-
mits are issued, the year in which they are issued becomes the new base-
line year from which to calculate future growth in population and hotel
occupancy.

The principle merit of the current formulais that it links the issuance of
additional permits to objective changes in factors that are theoretically
related to demand for taxicab service. Thus, rather than issue additional
permits on an arbitrary basis or in response to the lobbying efforts of
particular groups or individuals, the current formula attempts to
increase supply only when there are corresponding increases in demand
as measured by growth in population and hotel occupancy.

The limitations of the formula, however, are several. Most obvious are
that increases in population growth and hotel occupancy are proxy mea-
sures of demand for taxicab service—meaning that they aren’t a direct
measure of demand itself, but of factors that are theoretically closely
related to demand in some way. Although increases in both population
and hotel occupancy can potentially increase actual demand for taxicab
service, it certainly isn’t necessarily the case.

An arguably bigger limitation of the formula is that it does not take com-
petition into consideration. Taxicabs are one of several transportation
options that residents and visitors have to choose from, including per-
sonal vehicles, public transit services, free shuttles, pedicabs, and char-
tered PSC and TCP vehicles. Many within the taxicab industry have
expressed concern about the apparent growth in competition from PSC
and TCP vehicles in recent years. SANDAG has also improved and
expanded the public transit system in the region, including the opening
of the San Diego Trolley’s Green Line in 2005. Because the demand for
taxicab service is impacted by competitorsto the industry—and the level
of competition has increased over time—not accounting for competition
can lead the policy formulato grossly overestimate demand for taxicab
service, resulting in too many taxicabs in the City.

The empiricalanalyses of this reportindicate that the current policy for-
mula does in fact overestimate demand for taxicab services. Whereas fol-
lowing trends in population and hotel occupancy leads the policy

3. The transitional period refers to the period during which the 135 permits were issued by lottery and RFP.
This period lasted from 2002 to 2007, during which MTS issued 125 permits. The final 10 permitsto be
issued by auction were never issued due to legal concerns about the auction method.

MTS
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Is there a better

approach for balancing
supply & demand in San
Diego’s taxicab market?

formulato conclude that demand had increased over the past decade,
actual measures of demand (taxicab trips) based on independent studies
in 1999 and 2009 reveal that gross demand for taxicab service declined
during this period. Indeed, rather than increasing supply proportionately
to meet an increase in demand, the policy formulawould result in a 26%
increase in supply since 1999 paired with a 13% reduction in demand
over the same period (see Testing the Policy Formula on page 22).

Yes. As detailed in Recommended Approach for Balancing Supply &
Demand on page 26, this study recommendsusing a more sophisticated
formulafor properly balancing supply and demand in San Diego’s taxi-
cab market. Although the specifics are detailed in the body of this
report, the advantages of the recommended approach can be summa-
rized as follows:

-Rather than relying on imperfect proxy measures such as population
and hotel occupancy to estimate demand, the proposed method mea-
sures the actual demand for taxicab services as indicated by the number
of taxicab trips per vehicle hour. In doing so, it automatically accounts
for the forces of population growth, tourism, economic fluctuations,
large-scale realignment of military personnel, and competition. In short,
it is a much morereliable method for estimating the demand for taxicab
services in the City of San Diego.

‘Whereas the current method for setting the supply of permitsin San
Diego does not factor in the financial realities that underpin suppliers
(taxicab drivers and permitholders), the proposed method establishes a
supply based—in part—on the costs associated with operating a taxicab
business. The method explicitly recognizes that there must be enough
demand in the marketto produce the revenue needed to cover the costs
of providing taxicab services for the existing fleet before additional sup-
ply (permits)should be considered. In doing so, it helps to create a sup-
ply of taxicabs that is balanced and sustainable given the levels of

demand in the market,and seeks to ensure at least a minimal standard

of living for the average driver.?

-Anticipating that the Airport may change the number of taxicabs it
draws from the City in the future, the recommended formula was
designed to accommodate changes in the Airport’s draw of taxis. The
average number of taxicabs that operate at the Airport on a daily basis is
a variablein the equation, as is the estimated number of taxi trips origi-

4. One of the side benefits of ensuring that there is sufficient demand to sustain the existing supply is it will
help to foster greater stability in the supplier pool. When drivers and permitholders are able to makea rea-
sonable return on their investment, they are morelikely to continue being drivers and permitholders (rather
than seek other employmentor sell their permit). This stability creates more experienced drivers, permit
holders who are moreapt to makelong-term business decisions rather than seek short-run profits, and less-
ens the administrativeburdens on MTS associated with high driver turnover and permittransfers.

MTS
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Are additional taxicab
permits needed at this
time?

MTS

nating at the San Diego International Airport in a given year. To the
extent that the Airport increases its draw of taxis, the recommendedfor-
mula can be used to identify the additional taxicabs needed to compen-
sate, if any (see Impact of Airport on Taxi Supply on page 40).

-The formula recommendsa supply to demand relationship that has his-
torically been associated with positive customer satisfaction. Using cur-
rent input factors, the method recommends a trip frequency rate
threshold (1.17 trips per hour) for a balanced market that is within a
range that past surveys have indicated correspond to solid levels of cus-
tomer satisfaction. In other words, when taxicab drivers are averaging
1.17 trips per hour they can generate the revenue needed to sustain
their businesses while also providing good customer service.

No. One of the morestriking and consistent findings of this study is that
there is an oversupply of taxicabs in San Diego for the levels of demand
in the current market. What is needed to balance the marketis an
increase in demand, not an increase in supply.

Using the most recent estimates available to populate the equations, the
recommended formula indicates that 738 taxicabs would be sufficient to
meet the current demand for taxicab services in San Diego, inclusive of
the Airport. At present, there are 992 taxicabs operating in the City and/
or at the Airport.

The finding that San Diego’s taxicab marketis currently suffering from
an overabundance of supply relative to demand is not based solely on
the recommended formula. The study arrives at the same conclusion
from a number of different and independent perspectives, including a
theoretical analysis of the existing policy formulaand its likely tendency
to overestimate demand, an empirical analysis of demand using inde-
pendent data collected in the 1999 and 2009 Taxicab Passenger Sur-
veys, a common-sense productivity analysis that identified substantial
excess capacity in the system, cost models that identify the levels of
demand needed to sustain a new lease driver taxicab business, and anec-
dotal feedback from industry regulators and insiders.

Although this study finds that the supply of taxicabs in San Diego cur-
rently exceeds the levels of demand in the market,it also concludes that
if the demand levels were similar to pre-recession levels the recom-
mended supply of taxicabs in San Diego using the proposed method
would be 998—almost exactly the amount of the current supply. In other
words, the current supply of taxicabs in the City of San Diego is well
aligned to what would be recommended if the trip frequency rate were
similar to what it has been in the past, prior to the recession. Thus, as
the region’s economy rebounds from the recession, San Diego’s taxicab
marketwill likely become more balanced and eventually have a need for

True North Research, Inc. © 2010




What were the pros and
cons of each method
usedto issue new per-
mits during the transi-
tional period?

MTS

additional permits. The recommended formula, populated with updated
data, will help MTS and the City establish when new permits are needed,
as well as how many permits are needed.

In addition to establishing the number of new permits to be issued, in
2001 Council Policy 500-02 mandated that the additional permits be
issued through several different methods including an RFP for taxicab
companies (70 permits), RFP for individual drivers (25 permits), a lottery
for individual drivers (30 permits), and a public auction (10 permits). As
part of this study, each method was evaluated to determine its merits
and drawbacks (see Prior Methods of Permit Issuance on page 43 for a
detailed discussion). To summarize:

Company RFP: To be qualified to participate in this RFP, applicants were
required to be “a taxi operator that provides centralized fleet ownership
through an individual, partnership, corporation, or association offering
access through a central dispatch system and demonstrating an opera-
tional management system for cabs”. New operators as well as existing
operators were eligible to participate. The RFP established a series of
minimum requirements that applicants had to meet in order be consid-
ered for receiving a block of permits. The RFP also detailed the criteria
that would be used by the Evaluation Committee to evaluate the propos-
als, rank them based on a scoring system, and ultimately select the com-
panies to be awarded permits.

By establishing minimum criteria that companies must meet in order to
be considered for additional permits, and ranking proposers according
to a scoring system based on performance criteria, the process was
designed to award new permitsto those companies that were in the best
position to elevate the standard of taxicab service in the San Diego mar-
ket. The process was designed to be a fair and objective way to award
new permitsto the highest performing proposers.

Unfortunately, the Company RFP process was plagued with problems.
The most obvious problem with the approach was that it was very time
and resource intensive to administer, requiring hundreds of hours from
staff and consultants to review, screen, evaluate, rank and discuss the
more than 50 proposals received. Although every effort was made to
ensure a neutral, objective process, it was not possible to eliminate all
subjectivity from the process as individual reviewers must ultimately use
their own experience and interpretations when evaluating the content
and merits of each proposal. This subjectivity, in combination with rela-
tively close rankings for certain proposals, led to formal protests that
questioned the qualifications of those on the Evaluation Committee, the
fairness of how proposals were scored, and involved lengthy hearings/
examinations in which members of the Evaluation Committee were
cross-examined for hours by attorneys.

True North Research, Inc. © 2010
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Perhaps the biggest failure of the Company RFP process was that
although its intent was to help improve the standard of service in San
Diego’s taxicab industry, there were no provisions or resources estab-
lished for ensuring that those who received permits honor commitments
made in their proposals on an ongoing basis. For example, a company
could purchase a wheelchair accessible vehicle to fulfill its proposal com-
mitment, but replace that vehicle at the end of its life cycle with a con-
ventional vehicle that does not have wheelchair access. During True
North’s discussions with industry leaders, several openly acknowledged
that the Company RFP process largely failed to create any sustained
improvementsthrough innovation, technology, or standards of service.

Driver RFP: Like the company-based RFP process described above, an
RFP was also issued for the purpose of awarding 25 permitsto individual
drivers. To be qualified to participate in this RFP, applicants were
required to meet several standards including that they would personally
drive the taxicab a minimum of 175 shifts, not have an interest in an
existing permit, and meet several ‘clean driving’ standards based on
records with the Sheriff, MTDB, and DMV. In comparisonto the Company
RFP which had a lengthy list of criteria for evaluating proposals, the
Driver RFP employed a simple evaluation and ranking system. Proposals
were scored based on the number of years a person was licensed to pro-
vide taxicab service in San Diego, their DMV record, and letters of recom-
mendation.

Like the Company RFP, the Driver RFP had a number of desirable attri-
butes. Rather than select drivers on a purely random basis, the RFP was
designed to award new permitsto those individuals who were in the best
position to uphold a high standard of service in San Diego’s taxicab mar-
ket. By keeping the criteria based on a short list of simple, objective con-
siderations, the Driver RFP also succeeded in removing some of the
subjectivity that was inherent in the Company RFP evaluations, which
was one of the reasons why there were no protests or protracted hear-
ings once the selections were made for the Driver RFP.

The principal drawbacks of the Driver RFP were two. By assigning points
based on years of providing taxicab service, DMV record, and letters of
recommendation, the criteria were objective and not open to subjective
interpretation. However, the downside was that the overriding criteriain
selecting winning proposals was years of service—which is not the stron-
gest of performance measurements. A long-time driver could provide
mediocre customer service but, because of their seniority, be awarded a
permitat the expense of a less-tenured driver who provides better cus-
tomer service.

Second, if the goal was to use the RFP process to award permitsto driv-
ers who would provide the highest levels of service in the future, addi-
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tional criteria could have been utilized to encourage drivers to propose
service enhancements in exchange for higher scores—as was the case in
the Company RFP. Drivers who committed to using alternative fuel or
hybrid vehicles, providing wheelchair-accessible service, or working in
under-served areas of the City, for example, could have been awarded
additional points in the selection process. To the extent that these addi-
tional points outweighed the seniority advantage of some other drivers
in the formula-based selection process, it would have resulted in a
higher standard of service overall.

Driver Lottery: Whereas the RFP method of issuing permits based the
selection on a relative ranking of proposers according to how well they
met certain criteria, the third method of issuing permits under Council
Policy 500-02 was chance-based. A total of 30 permits were issued to
drivers through a random drawing.

In comparisonto the Driver RFP method which limited the field of poten-
tial drivers that could reasonably expect to be selected, the Driver Lot-
tery was a much moreopen process. The eligibility requirements for the
lottery were quite low—the most substantial of which was that the indi-
vidual had to have a minimum of five years of taxicab driving experience
in good standing within the MTDB area of jurisdiction or the City of San
Diego. This meant that more drivers were eligible for the lottery than
were eligible for the RFP. Moreover, because it was a chance-based selec-
tion, it did not favor certain drivers based on seniority or other factors.
Because of its simplicity, the Driver Lottery was also the most efficient
and cost-effective of the issuance methods to administer.

Although a simple and straightforward method of issuing permits, the
Driver Lottery did have an obvious downside. By setting a low bar for eli-
gibility and awarding permits based on a random drawing, the lottery
made no attemptsto use the issuance process as a means to increase (or
even maintain) the standard of customer service in the taxicab industry.
Unlike the RFP method that used performance-based selection criteria to
some degree, there was no advantage given in the lottery to drivers who
had a proven record of good performance, or who would be willing to
use alternative fuel or hybrid vehicles, provide wheelchair-accessible ser-
vice, or work in under-served areas of the City.

Public Auction: The final method of issuance outlined in Council Policy
500-02 designated 10 permitsto be sold at public auction. To be eligible
to bid in the auction, participants were required to be a taxi operator
that provides centralized fleet ownership through an individual, partner-
ship, corporation, or association offering access through a central dis-
patch system and demonstrating an operational managementsystem for
cabs. The 10 permitswould be auctioned individually to the highest bid-
der, with the only restriction being that the auction could not result in
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What is the recom-
mended approach for
issuing new permits in
the future?

MTS

any permitholder having an interest in more than 40% of the total active
permitsin the city.

The public auction was never held, and the 10 permits to be issued by
that method have also not been issued. Although intuitively appealing,
the auction raised a number of legal questions, the most important of
which concerned whether MTS and/or the City of San Diego has the
authority to auction taxicab permits. Both the City Attorney’s Office and
MTS’s general counsel concluded that MTS does not have the authority
to conduct the auction, and that the City does have the authority but not
without special voter approval as the auction would be considered a tax
under California law (see Public Auction on page 49 for a more detailed
discussion of this topic). Based on the legal requirements and restric-
tions noted above, it appears that the public auction method of issuing
permits will not be pursued, and that future direction from City Council
is needed as to whether (and how) the remaining 10 permits should be
issued.

Based on the experiences of the transitional period, what is proposed for
the futureis a Hybrid Method of issuing taxicab permits that combines
the strengths of the RFP and lottery methods while avoiding some of the
key pitfalls. The recommended Hybrid Method sets clear, high, and
objective standards for participation, but ultimately awards permits on
lottery basis. The main features of the Hybrid Method are described
below (see Hybrid Method of Issuance on page 52 for a full discussion of
the proposed method).

Rather than set minimum standards for participation and then subjec-
tively evaluate and rank proposers based on how for above these mini-
mum standards they are willing to go (as done in the Company RFP
process), the Hybrid Method establishes a higher set of standards that
every participant must meet in order to be eligible for a permit award.
For example, rather than awarding bonus points for proposers who are
willing to purchase alternative fuel vehicles, the Hybrid Method could
make this a requirement for being awarded a permit. By making these
requirements for receiving a permit rather than optional, MTS and the
City could more effectively use the permitissuance process to achieve a
higher standard of taxicab service. The process could also be used to
help the City meet related policy goals such as reducing greenhouse gas
emissions (GHGs) and implementingsustainable com munities strategies.

Moreover, rather than attempt to score and rank proposers as to the
degree to which they meet (or exceed) certain performance criteria, the
Hybrid Method would set clear criteria for participation that can be
objectively evaluated on a pass/fail basis. For example, all proposers
could be required to accept credit cards, utilize electronic dispatch, pro-
vide wheelchair access in 20% or more of their fleet, etc. These are crite-
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Should permit transfers
be allowed?

MTS

ria that can be easily measured and documented on a pass/fail basis
prior to permitissuance (and monitored in the future) without subjective
interpretation. In this way, the Hybrid Method can achieve an increase in
the standards of service in San Diego’s taxicab industry while avoiding
many of the disadvantages associated with the RFP processes that
stemmed from the subjective scoring and ranking of proposals.

All proposers who met (or agreed to meet) the standards for participa-
tion would be entered into a random lottery. The lottery will require min-
imal resources from staff and consultants to administer, and thus can be
accomplishedin a cost-effective and timely manner.

Whatever standards MTS sets as condition of eligibility for receiving a
new permit, it will be importantto have a legal mechanism in place for
requiring that the permitholder continue to adhere to the standards on
an ongoing basis for the life time of the permit, regardless of ownership
changes at the company, transfer activity, equipment replacement
schedules, or any other factor. Permitholders should also be required to
document their compliance on an annual basis as a condition of renew-
ing their permit, rather than placing the burden and cost on MTS to mon-
itor compliance.

In addition to dictating how (and how many) new permits were issued,
Council Policy 500-02 also governed the issue of permit transfers. With
possible exception due to death or disability, the policy stated that all
permits issued during the transitional period must remain with their
original owners for a period of at least five years before they can be
transferred to a new owner. The purpose behind limiting the transfer of
newly issued permits was to inject a certain degree of stability into the
taxicab market, and avoid short-term profit-taking by those who were
the fortunate recipients of new permits.

Although Council Policy 500-02 effectively mitigated against short-term
profit taking, in the end it only delayed the practice. Indeed, profit-taking
has occurred on a grand scale in San Diego’s taxicab permitmarketdur-
ing the past six years. Of the 125 new permitsissued during the transi-
tional period, 90 have reached the five year limit against transfer. Of
these, more than half (46 permits; 51%) have been transferred at least
once, 41 remainwith their original holders, and three have been revoked
or are no longer in service. Individual accounts vary as to the price paid
for obtaining a San Diego taxicab permit, but it has generally ranged
between $35,000 to $110,000 in recent years depending on market con-
ditions and the particulars of the transaction.

It's worth noting that neither MTS nor the City of San Diego receive any
direct revenue from the “sale” (transfer) of a taxicab permit. The “sale” of
a taxicab permitis a transaction that is not subject to sales tax, accord-
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ing to the State Board of Equalization. The only fees charged for the
transaction are by MTS to recover the administrative costs of reviewing
and processing the permittransfer. Due to the high number of transfers
in recent years, these fees have accounted for approximately one-quarter
of the Taxicab Administration’s annual budget.

Given the above, some have questioned whether permittransfers should
be allowed. After all, taxicab permits are not owned by the individual—
they are issued by MTS and are a privilege that may be granted, altered,

withheld, and revoked by MTS.> As such, MTS clearly has the legal
authority to disallow the transfer of a permitfrom one owner to another,
and instead require that permits be surrendered to MTS and reissued
through a process controlled by MTS.

The aforementionedissues notwithstanding, we recommendthat permit
transfers should be allowed, with some modest limitations. There is no
compelling public interest that would be served by disallowing permit
transfers. The reasons for allowing transfers to occur, meanwhile, are
compelling:

Encourage Investment: Taxicab owners are morelikely to invest in their
businesses, their vehicles, and the quality of their service if they have the
opportunity to recoup that investment at a later date through the trans-
fer (sale) of their permitto a new owner.

Easy Entry & Turnover: If transfers were disallowed, it would greatly
restrict the ability of individuals or companies to enter San Diego’s taxi-
cab market as the only means of doing so would be through the issuance
of new permits. Not only would this create infrequent opportunities to
enter the market,it is also an uncertain means of doing so as there is no
guarantee of receiving a new permit through any of the issuance pro-
cesses used (or recommended).

Avoid Creating Permanent Lease-Driver Class: If existing permithold-
ers are not allowed to transfer their permitto a new owner in return for a
profit, they will have every incentive to simply hold on to the permitin
perpetuity. Even if they are currently driving a taxicab, upon retiring they
will naturally prefer to lease the permitto another driver (and earn reve-
nue) than relinquish the permitto MTS (and receive no revenue). Within
several decades this practice would create a situation in which nearly all
drivers are lease drivers.

Faster Transition to New Standards: To the extent that MTS and the
City wish to implementnew standards for San Diego’s taxicab industry—
such as requiring GPS in vehicles or setting mpg minimums for vehi-

5. Source: Office of the City Attorney City of San Diego, Memorandum MS 59, May 7, 2009.
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cles—the permit transfer process represents a relatively painless and
effective means of transitioning the industry. Because the volume of
transfer activity is reasonably high, using the permittransfer process to
implement these types of changes would effectively transition much of
the industry over to the new standards in a matter of five to ten years. By
contrast, implementing new standards solely through the new permit
issuance process will be a far less effective approach for the simple rea-
son that the industry is already experiencing an overabundance of sup-
ply, so it will be some time before the market recovers to the point where
new permits are needed.

Consistency with Other Businesses: Finally, its worth noting that allow-
ing permitholders to transfer their permitto a new owner in the taxicab
industry is consistent with how the City treats businesses in other regu-
lated industries. Liquor licenses, for example, are allowed to be trans-
ferred from one owner to another without being relinquished back to the
City.
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TAXICAB REGULATION IN SAN DIEGO

During the past 40 years, the regulation of the taxicab industry and the permittingprocess in the
City of San Diego has witnessed three distinct periods: Open Entry (1979-1984), Moratorium
(1984-2001), and a Transitional Period (2001-2010) leading to Periodic Issuance tied to
Demand® (2011-). Because this history provides the context necessary for understanding and
evaluating current policies, a brief overview is provided in this chapter. It is worth noting, more-
over, that Council Policy 500-02 proscribed the present study to evaluate the Transitional Period
and makerecommendationsfor policy adjustments as needed for the next period.

Prior to 1979, the City of San Diego issued taxicab permits
through legislative action based on the findings of public convenience and necessity. During this
period, the most striking characteristics of the taxicab industry were its size and concentration.
Not only was the number of taxicabs operating in the City much smaller than today (409), nearly
two-thirds (65%) of permitswere held by a single company.The dependence of the City on a sin-
gle provider had occasionally threatened and/or disrupted the availability of taxicab service in
San Diego, including when drivers for the company would strike or when the company’s owner
filed for bankruptcy.

By a series of amendments to the Municipal Code in 1979, the City Council created an Open
Entry policy for issuing taxicab permits in San Diego. Moving to an open entry system was
expected to facilitate a number of improvements,including reducing the City’s dependence on a
single operator by decentralizing the industry, allowing the supply of taxicabs to fluctuate natu-
rally according to demand, improvingthe geographic coverage of taxicab service in the City, pro-
moting service and pricing innovations, relieving the Council of the burden of certification and
rate hearings, and easing the administrative process. During this period, up to 15 permitswere
issued each month to qualified individuals without regard for the total number of taxicabs
already in service and without a requirement for the applicant to demonstrate a need for their
service in the market.

Although it occurred nearly 30 years ago and lasted for just five years, the effects of the Open
Entry period on San Diego’s taxicab industry can still be seen today. As shown in Figure 1 on the
next page, the number of taxi permits morethan doubled between 1979 and 1984, from 409 to
928. By encouraging independent owner/operators to enter the market, decentralization was
also accomplished rather quickly. The largest operator’s share of permits fell from 65% to 33%
during the first three years of the period. At one point, the City’s 900 taxicab permits were dis-
tributed between 290 separate owners. Excluding Yellow Cab, there were 620 permits divided
among 289 owners.

In some respects, the open entry policy had certainly succeeded in meeting its goals. The indus-
try was far less centralized, the availability of taxicab service had increased, and studies indi-
cated that response times had also improved. In other respects, however, the policy change had
not resulted in the types of service changes that motivated the move to an open entry system.

6. In this context, demand refers to the public demand for taxicab services. Under the current policy, it is mea-
sured through growth in population and hotel occupancy rates over time.

7. See Effects of Taxi Regulatory Revisions in San Diego, California, 1983 report prepared by DeLeuw, Cather &
Com pany for the City of San Diego.
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Despite the large increase in the number of taxicabs operating in the City and the greater com-
petition it created, there was little improvementin the geographic coverage of taxicab service in
San Diego, and few innovations in either pricing or service delivery.

FIGURE 1 TAXICAB PERMITS & POPULATION IN SAN DIEGO, BY PerIOD®
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More importantly,the open entry policy revisions also created a myriad of unanticipated prob-
lems that affected the industry, its customers, and administrators.The rapid growth in the num-
ber of taxicabs operating in the City ultimately exceeded the demand in the marketplace,
resulting in excessive com petition, low productivity, and a general degradation of service quality
as companies attempted to operate below the financial break-even point. During public hearings
by the Transportation and Land Use Committee, complaints were voiced from within the industry
about having to work longer hours for the same or less pay due to the supply of taxicabs out-
stripping demand. Visitors, residents, the Convention and Visitors’s Bureau, the Port Commis-
sion, and others also registered complaints that were often caused, at least in part, by the rapid
growth, decentralization, and highly competitive nature of the industry during the Open Entry
period. Their complaints ranged from pricing confusion and overcharging, to the poor condition
of taxicabs, to the appearance and attitude of drivers, and to altercations caused by overcrowd-
ing of taxis at key locations such as the Airport.

In addition to the negative impactthat an open entry policy was having on the general quality of
taxicab service in San Diego (and quality of life for industry insiders), the policy also created a
larger workload for those in the City charged with regulating the industry. Additional regulations
and administrative procedures were required to deal with the increased size and complexity of
the industry, as well as its continuous restructuring. Transfers of ownership, by themselves, had
developed into a substantial administrative burden.

8. The decline in permits during the Moratorium period from 928 to 870 occurred because as permits were
vacated due to regulatory action (revoked) or were relinquished or abandoned by their owner, there was no
mechanism for reissuing the permits within the existing policy. Under the new policy established in 2001,
permitsthat are vacated can be reissued.
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The Moratorium period which began in 1984 was in many
ways a direct response to the widespread perception that under an open entry policy the supply
of taxicabs in San Diego had exceeded the demand in the marketplace, thereby creating exces-
sive competition and its many associated ills described above. In October 1984, the City Council
adopted resolution R-261739 implementing Council Policy 500-02 establishing a moratorium on
the issuance of taxicab permitsin the City and setting the number of total permits at 928. To
strike a balance between monopoly and excessive diversity in the industry, the policy included a
provision that set at 40% the maximum percentage of permitsthat can be held by a single entity,
and 16% the maximumthat can be held by single permitholders.

During the moratoriumwhich was in effect from 1984 to 2001, 2 no new taxicab permitapplica-
tions were accepted by the City or MTS. The only way to acquire a permitwas to purchase/trans-
fer the permitfrom an existing permit holder. With the exception of cases in which the existing
permit holder died or became disabled, transfers were only allowed for permits that had been
held by an owner for a set period.'® Council Policy 500-02 was also silent as to whether permits
that were revoked due to regulatory action or were abandoned by their owner could be reissued,
as well as how that process might be administered. As a consequence, over the 17 year periodin
which no new permitswere issued by the City and a small number were revoked or lapsed each
year and thus became unassignable, the number of active taxicab permitsin San Diego slowly
declined. By 2001, the total number of taxicab permitsin the City of San Diego reached 870—58
fewer than allowed under CP 500-02 (see Figure 1 on previous page).

If one accepts the conclusion that open entry resulted in an oversupply of taxicabs in the San
Diego market relative to demand, one of the effects of the moratorium was that it allowed
demand to slowly catch-up to the available supply. Although it is admittedly a rather blunt way to
measure demand, the ratio of resident population to taxicab permits increased from approxi-
mately 1,032:1 in 1984 to 1,332:1 by 1998. Tourism and employmentalso increased during this
period. Nevertheless, even toward the end of the moratoriumperiod in 1997 there were mem-
bers of the industry who argued to keep the moratoriumin place on the grounds that there
remained an adequate supply of taxicabs for the City, and to protect the interests of owners who
had recently paid a high premiumto acquire a permitin anticipation that they could recover the
cost of the premiumin a closed-marketthrough ongoing profits and/or the sale of the permitat
a future date. If the City were to makeadditional permitsavailable, it could negatively impactthe
day-to-day profitability of operating a taxi in the City, and reduce the perceived value of a permit
among potential buyers.

There were others, however, who felt strongly that the City should lift the moratorium in order to
protect the industry’s share of the transportation market. While the taxicab industry in San Diego
had been artificially restrained from growing since 1984, other forms of transportation were
allowed to grow and develop, resulting in increased competition from an improvedlocal transit
system, PSC shuttle services,'! and TCP charter services.'? The erosion of the taxicab industry’s

9. MTDB (which later became MTS) assumed responsibility for regulating the taxicab industry in San Diego in
1989.

10.Between 1984 and 2001 when taxicab regulation was managed by the City of San Diego, the period of time
required before a permitcould be sold or transferred was five years. When MTS assumed responsibility for
regulating the taxicab industry in 2001, that period was reduced to one year.
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market share over time would be a foregone conclusion unless it were allowed to expand and
find ways of better competing with these alternatives.

By 1997, 58 taxicab permits had been relinquished or revoked
through regulatory action. The end of the Moratorium was sparked by a group of drivers who
sought clarification from MTDB regarding the policy for reissuing the 58 relinquished or unas-
signed permits. Because Council Policy 500-02 was silent on this matter, the inquiry set in
motion a series of discussions and reviews of the issue by the Taxicab Committee, MTDB, San
Diego City Council, and the Mayor’s Taxicab Task Force which later resulted in a detailed study
conducted by Schaller Consulting.'3

Using a combination of methods including analyses of existing data on customer satisfaction,
trip volumes and response times, data from MTDB and San Diego’s taxi industry, as well as a
comparative analysis of other cities’ policies and experiences with taxicab regulation, Schaller
forwarded a number of conclusions and recommendations. The most importantof which were:

Additional taxicab permits were needed for the taxicab industry to adequately serve both
visitor and residential customersin the City of San Diego

New permits should be issued on a periodic basis according to a formula that reflects
growth in population and visitation to the City

New permitsshould be distributed according to two methods: A lottery for drivers (50%) and
a public auction that is open to individuals and larger entities (50%)

New permitsthat are issued through a lottery should be non-transferable, whereas existing
permitsand new permitsissued through an auction should remaintransferable

MTDB and the City of San Diego ultimately agreed to implement Schaller’s recommendation to
end the moratorium,issue additional permits based on current levels of demand, and moveto a
new system whereby future permits would be issued periodically according to a formulabased
on growth in population and visitation rates. However, the resulting policy (Council Policy 500-
02) ultimately differed from Schaller’s recommendationsas to the number of additional permits
issued, the methods by which they would be distributed, and rules governing the transfer of per-
mits.

Council Policy 500-02 as modified in 2001 mandated that future taxicab permits would be
issued periodically based on growth in civilian population and hotel occupancy rates according
to a specific formula, but only after a transitional period during which 135 additional taxicab
permits would be issued through several methods. As shown in Table 1T on the next page, the
135 permits were to be issued in two rounds through the following methods: RFP for taxicab

11.A PSC (passenger stage corporation) certificate is for a service that provides transportation service to the
general public on an individual-fare basis. Most PSC’s operate a fixed-route, scheduled service or an on-call
door-to-door airport shuttle-type service.

12.A TCP (charter-party carrier) permitapplies to vehicles that are chartered on a prearranged basis, for the
exclusive use of an individual or group. Charges are based on mileage or time of use, or a combination of
both.

13.See Study of the Needfor Taxicab Permits in the City of San Diego, August 2000 report prepared for the City
of San Diego by Schaller Consulting.
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operators (70 permits), RFP for individual drivers (25 permits), a lottery for individual drivers (30
permits),and a public auction (10 permits).

TABLE1 SUMMARY OF PERMITS AUTHORIZED DURING TRANSITION PERIOD, BY METHOD AND DATE

Policy Actual

Method of Distribution Number of Permits Number of Permits Date Issued

> IRFP for Taxi Operators 50 50 2003

§ RFP for Individuals 10 25 2004

x |Lottery for Individuals 15 15 2002

«~ |RFP for Taxi Operators 20 20 2007

T |RFP for Individuals 15 0 Included Round 1

é Lottery for Individuals 15 15 2007
Auction 10 0 Not Issued

Although the original expectation was that the transitional period would be accomplished over a
two year period of time, there were a number of unforeseen circumstances that caused substan-
tial delays, including the September 11th terrorist attacks and their impact on tourism in San
Diego, lawsuits and challenges related to the permitissuance processes, the need for MTS to
coordinate with outside agencies including the Sheriff’s Office as part of the issuances, and the
need for MTS to review and hire outside experts to assist in the lottery and RFP processes. The
result was that it took substantially longer to issue the permitsthan originally anticipated. More-
over, due to legal issues surrounding a public auction, the 10 permitsallotted to that method of
distribution have yet to be issued.'* The result was that the Transitional Period began with 870
taxicab permits and additional 125 were issued. After accounting for three permits that were
vacated during the period, by the end of the Transitional Period the total number of taxicabs
operating in the City of San Diego reached 992.

This study represents one of the first steps to evaluate the impact of the policy and permitting
changes that occurred during the transitional period. By gathering data from a variety of
sources, this study will assist MTS in evaluating the taxicab permitting process and regulations,
and in makingadjustments where needed to better meet the agency’s goals of facilitating high-
quality taxicab services in San Diego.

14.Legal counsel for the City and MTS concluded that MTS can not conduct a public auction as they operate on
a cost-recovery basis. An auction would result in profits.
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SuPPLY & DEMAND PoOoLICY FORMULA

As proscribed in Council Policy 500-02, this study is intended to assist MTS in evaluating current
taxicab permitting processes and regulations, identify adjustments that may be needed to better
meet the agency’s goals of facilitating high-quality taxicab services in San Diego, and help MTS
usher in a new era of Periodic Issuance Tied to Demand.

On that note, one of the central objectives of regulating the taxicab industry in San Diego is to
ensure that number of taxicabs available is appropriate for the needs of residents and visitors. It
is a balancing act, of sorts, as the goal is to have the supply of taxicabs be well-aligned with the
demand for taxi service. Having too few taxicabs will result in a variety of problemsfor the cus-
tomer—including slow response times, insufficient com petition, and an inability to secure trans-
portation in a timely manner. Too many taxicabs, however, can lead to low productivity,
aggressive solicitation techniques, jockeying for position at prime locations, high driver turn-
over, and a general degradation of service and vehicle quality as companies attempt to operate
below the financial break-even point.

In this chapter, we review the City’s current policy for measuring demand for taxicab services
and determining the supply of permitsto be issued in San Diego. We also explore both the mer-
its and the limitations of the current formulaon theoretical grounds, focusing in particular on
the reliability of its methodology for measuring demand for taxicab services.

In addition to authorizing the issuance of 135 additional taxicab per-
mits, Council Policy 500-02 (August 6, 2001) established a formulafor determining when (and
how many) additional permits would be issued in the future after the conclusion of the transi-
tional period.’” Using 2001 as the baseline year, additional permits would be issued after the
transitional period according to a formulawhich employs both population growth and growth in
hotel room occupancy as proxy measures for demand. The formulais depicted below:

[X; Y} x 7

Where:

X is the average percentage growth in population for a given two year period when com-
pared to the population in the baseline year

Y is the average percentage growth in hotel room nights occupied in the City during a given
two year period when comparedto the number of hotel room nights sold in the baseline
year

and z is the current number of authorized permitsavailable in the City, including those that
have been vacated.

15.The transitional period refers to the period during which the 135 permits were issued by lottery and RFP.
This period lasted from 2002 to 2007, during which MTS issued 125 permits. The final 10 permitsto be
issued by auction were never issued due to legal concerns about the auction method.
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According to the policy, additional permits are issued when the formulayields an increase of at
least 40 permits.Once additional permitsare issued, the year in which they are issued becomes
the new baseline year from which to calculate future growth in population and hotel occupancy.

The principle merit of the current formula is that
it links the issuance of additional permits to objective changes in factors that are theoretically
related to demand for taxicab service. All other things being equal, an increase in resident popu-
lation and/or increase in the number of visitors staying in local hotels can be expected to gener-
ate additional demand for taxicab service. Thus, rather than issue additional permits on an
arbitrary basis or in response to the lobbying efforts of particular groups or individuals, the for-
mula outlined above attemptsto increase supply only when there are corresponding increases in
demand as measured by growth in population and hotel occupancy.

The limitations of the formula, however,
are several. Most obvious are that increases in population growth and hotel occupancy are proxy
measures of demand for taxicab service—meaning that they aren’t a direct measure of demand
itself, but of factors that are theoretically closely related to demand in some way. Although
increases in both population and hotel occupancy can potentially increase actual demand for
taxicab service, it certainly isn’t necessarily the case. Because actual demand for taxicab service
can be shaped by a variety of other factors (the state of the economy, the availability of other
transportation alternatives, etc.), fluctuations in population and hotel occupancy need not gener-
ate additional demand for taxicab service. Conversely, it is also possible for demand for taxicab
service to increase without a corresponding increase in population or hotel occupancy.

An arguably bigger limitation of the formulais that it does not take competition into consider-
ation. Taxicabs are one of several transportation options that residents and visitors have to
choose from, including personal vehicles, public transit services, free shuttles, pedicabs, and
chartered PSC and TCP vehicles. Many within the taxicab industry have expressed concern about
the apparent growth in competition from PSC and TCP vehicles in recent years. SANDAG has also
improvedand expanded the public transit system in the region, including the opening of the San
Diego Trolley’s Green Line in 2005. Because the demand for taxicab service is impacted by com-
petitors to the industry—and the level of competition can change over time—not accounting for
competition can lead the policy formulato grossly overestimate (or underestimate) demand for
taxicab service, resulting in too many or too few taxicabs in the City.

To illustrate this point, consider the availability and cost of rental cars and their potential
impacts on the taxicab market.An increase in the cost of renting a car, insuring the vehicle, or
even the costs of parking a rental car can spur greater demand for taxicab service. A lack of
availability of rental cars can also generate demand for taxi services as taxis are an obvious sub-
stitute for a rental vehicle. Conversely, the introduction of rental car services—such as what
occurred in recent years at Brown Field Airport—can negatively influence demand for taxicabs, as
can discounted rental fees or other promotionswhich makea rental car a comparatively cheaper
option for some travelers.

In short, because the formularelies on proxies that are imperfectsubstitutes for a measure of
actual demand for taxicab service, the formula has the potential to trigger permits when none
are actually needed by overestimating demand, or miss an increase in demand for taxicab ser-
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vice that occurs without a corresponding increase in population or hotel occupancy. Moreover,
by not considering how the competitivelandscape in the transportation market may change over
time, the formulaeffectively assumes that the taxicab industry’s market share will remaina con-
stant, regardless of competitors’ growth, marketingstrategies, or innovations such as car shar-
ing services.'® To the extent that the taxicab industry is experiencing greater com petition than
in the past, it would result in the formulaoverestimatingdemand for taxicab services in the cur-
rent environment.

16.Car sharing services provide short-term car rentals—typically by the hour. Zipcar is one such car sharing
com panythat services both San Diego State and UC San Diego cam puses.
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TESTING THE PoLICY FORMULA

In the last chapter, we provided an overview of the formulaoutlined in Council Policy 500-02 for
measuring demand for taxicab services and determining the supply of permitsto be issued in
San Diego. Our review of the merits and limitations of the formulawas based primarily on theo-
retical considerations, recognizing that—conceptually—there are many circumstances in which
the current policy formulamay produce unreliable estimates of demand and the supply of taxi-
cabs needed in the City.

In this chapter, we put some empirical muscle behind our analysis—on both the demand and
supply sides of the equation—in an effort to further evaluate the policy formula’sapproach for
estimating demand and determining the corresponding supply of taxicabs for the City. In short,
we use the available data to answer two critical questions: What does the policy formula yield for
demand and the corresponding supply of taxicabs that should be operating in the City at the
present time? And are these figures reasonable when comparedto other independent sources of
data on the market for taxicab services in San Diego?

As noted
in the previous chapter, the current policy formulastates that additional permits shall be issued
after the transitional period (2007) according to a formula which employs both population
growth and growth in hotel room occupancy since the baseline year (2001) as proxy measures
for demand (see Current Method on page 19). According to the policy, additional permits are
issued when the formulayields an increase of at least 40 permits based on a two year rolling
average. Once additional permitsare issued, the year in which they are issued becomes the new
baseline year from which to calculate future growth in population and hotel occupancy.

TABLE2 FORMULA RESULTSWITH 2007 MARKING END OF TRANSITIONAL PERIOD

Occ Room Active # |Formula Yield

Baseline | City Population | Pop Growth| HotelRms |Growth2 Year| Permits for New
Year Estimate 2 Year Ave Occupied Ave for Year Permits
2001 2001 1,236,151 - 12,590,196 - 870 -
2007 2001 1,315,921 0.060 14,378,486 0.1440 978 100
2008 2007 1,333,617 - 14,044,221 - 1095 -
2009 2007 1,353,993 0.021 13,229,180 (0.0516)| 1095 -17
2010 2007 1,376,173 0.037 13,388,025 (0.0744)| 1095 -20

Table 2 shows the results of the policy formula if it is populated using population estimates from
the California Departmentof Finance for the City of San Diego,'” as well as hotel occupancy fig-
ures for San Diego County available from the San Diego Convention & Visitors Bureau.'® The
table shows the City’s population for each year, the two year rolling average growth rate in pop-
ulation when compared to the baseline year, the number of hotel rooms occupied annually

17.2001-2009 Estimates from CA Dept of Finance: E-4 Population Estimates for Cities, Counties and State,
2001-2009. 2010 Estimatefrom CA Dept of Finance: E-1: City/County Population Estimateswith Annual Per-
centage Change January 1, 2009 and January 1, 2010.

18.0ccupancy estimates were gathered from the annual San Diego County Visitor Industry Summary,produced
for the San Diego Convention & Visitors Bureau. Note that hotel occupancy figures were only available for the
City of San Diego dating back to 2007, which is why it was necessary to use countywide figures to populate
the formula back to the 2001 baseline year.
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countywide, the two year rolling average growth rate in hotel rooms occupied comparedto the
baseline year, the number of taxicab permitsthat were (or should be) available in the City of San
Diego each year, and the number of new permitsthe formulaindicates are needed.

Due to lawsuits, logistical issues and other factors which slowed the process for issuing the 135
permits mandated by Policy 500-02, 2007 markedthe end of the transitional period and thus
represented the first opportunity to use the formula to determine if new permits should be
issued. According to the formula, by 2007 the growth in population and hotel occupancy was
such that an additional 100 permits should have been issued to keep up with the demand for
taxicab service. In other words, rather than having 978 permits, the total should have been
increased to 1,078 plus the additional 17 that were already in motion for that year—bringing the
total number of permitsto 1,095. If the calculation were delayed to 2008 when the number of
actual permitsin the City was 995, the results are the same—the formulacalls for an additional
100 permits, bringing the total in the City to 1,095.

Interestingly, Table 2 also shows that if 100 new permitswere issued and 2007 became the new
baseline year, the formulacalls for a reduction in permits since that point. Although the City’s
population has continued to increase over time, hotel occupancy has declined since 2007 in
response to the economic recession which has gripped the region. Of course, Policy 500-02 does
not provide for a reduction in permitsin response to decreases in demand, which means that the
number of permits active in the City would remainat 1,095 despite the reduction in hotel occu-
pancy. Nevertheless, even if the policy did allow for a reduction of permits, the formulawould
still indicate that 1,075 permitsare needed at the present time.

Although the formula indicates that 100 addi-
tional permits are needed to meet the public’s current demand for taxicab service, the question
remains as to whether these permits are actually needed to balance supply and demand. As
noted in the previous chapter, the formula does not measuredemand directly (relying instead on
proxy measures of population growth and hotel occupancy), nor does it take into account how
competition from TCP vehicles, rental cars, and public transit can alter the taxicab industry’s
market share. This means that the current formula can easily overestimate demand and thus the
supply of taxicabs needed in certain circumstances.

Anecdotally, it is hard to makea compelling case that the supply of taxicabs in San Diego needs
to be increased to 1,095 in order to meet the current demand for taxicab service. Most industry
insiders contacted during this study as well as the 2009 Taxicab Passenger Survey complained
that the economic recession had shrunk the marketfor taxicab service in San Diego, making for
a tough business climate. There were fewer requests for service, fewer dispatched calls, and
fewer trips per shift. What was needed was an increase in demand, not an increase in supply.

A review of data from the 2009 and 1999 Taxicab Passenger Surveys leads one to the same con-
clusion: that the policy formulais overestimating demand for taxicab service and the supply
needed to meetit. The annual number of taxi trips that originate in the City of San Diego is a fig-
ure that can be estimated using data collected in the surveys in combination with data provided
by taxicab radio service companies and the San Diego International Airport. Projecting based on
information provided by the seven largest radio services, in 2009 it was estimated that of the
993 taxicabs currently licensed to operate in the City of San Diego, 760.5 w